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Miami’s downtown building boom drawing to a
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HIGHLIGHTS
A new report suggests the downtown residential building boom has reached its peak

Developers are taking a more cautious approach as thousands of new condo units hit the market next

year

Despite slowdown, industry analysts say a crash is not in the cards

Condo buyer Simon Pinto looks at the scale model of Brickell Flatiron luxury tower inside the project’s sales gallery in
Miami. CARL JUSTE

QUINN



The last time a building boom ended in South Florida, the region's entire economy crashed
too. Now, as luxury condo sales slow and the dollar grows stronger, analysts fear the wheels

of the current eycle are once again grinding to a halt.

But this time they're predicting a soft landing, in part because developers didn’t have
enough money to overbuild. And single-family homes and ultra-luxury Miami Beach condos

may not even feel a bump.
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The problem slowing down today's cycle is simple: plummeting foreign currencies are
hurting Latin American and European buyers. Those buyers have been driving a boom that

launched in 2011 when the dollar was weak.

“From my perspective, what we're seeing is a marked slowdown tied to the strengthening of
the dollar,” said Alicia Cervera, managing partner at the brokerage Cervera Real Estate.
“The foreign buyers responded to the stronger dollar by stopping in their tracks. That’s fairly

common when there’s a significant adjustment in currency.

“Think of it this way: People were quoted the price of a dollar for a pen. They thought they
were paying a dollar. But then with the currency adjustment, they're now paying $2. If

you're offered the pen for $1, it's hard to come back and pay $2 for that same pen.”

Already inventory 1s comparatively high — and expected to grow next year, with developers
delivering the most units downtown Miami has seen in a decade. Industry watchers say
we've reached a tipping point.
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“The next six months are going to be a strong barometer of where we are in the market,”
said Anthony Graziano, senior managing director of Integra Realty Resources, which will

release its latest studv on the downtown condo market Thursday.

The Miami Herald was given exclusive access to the study, which was commissioned by the
city of Miami’s tax-funded Downtown Development Authority and covers the downtown

condo market through August.

The report concluded that downtown developers have readjusted their sales expectations as
“Increased inventory, rising land and construction costs, and fewer international buyers

changed local market dynamics.”
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THE NEXT SIX MONTHS ARE GOING TO BE A STRONG
BAROMETER OF WHERE WE ARE IN THE MARKET.

Anthony Graziano, real estate market analyst

That means we've likely passed the peak of the eycle, according to Graziano.

Several planned towers in secondary locations off the water have been shelved or modified,
and buyers at two projects by major developers are being asked to put down 30 and 35

percent deposits before closing, instead of of the 50 percent deposits that have become




percent deposits betore closing, instead ot of the >0 percent deposits that have become

standard. (That's still well above conventional mortgage requirements.)

“We're getting to the point where developers, especially those in non-prime locations, are
going to see how the new units are being absorbed and decide if they want to move
forward,” Graziano said. “That’s not a bad thing. Prices are high and you could argue that

the market has been getting a little overheated, so you want to see this kind of stabilization.’
And the current slowdown isn't likely to spread beyond condos.

Across South Florida, prices for single-family homes are high and inventory 1s tight — and
that probably won't change much. With development bound by the Atlantic Ocean and the

Everglades, vacant land is rare.

Miami Beach’s exclusive condo market also seems secure because it is driven by ultra-
wealthy buyers looking for second or third homes on the water. Just last month, a buyer paic
$60 million for a waterfront condo, smashing the previous sales record for residential real

estate 1n Miami.

Downtown condo towers are more vulnerable because they tend to attract middle-market
investors from abroad looking to rent out their units. Those are the types of buyers who
pounced after the crash when Miami real estate was at an all-time low, helping absorb units
in the city’s core far more quickly than analysts predicted. They're also the ones hurt the

most by a strong dollar.
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WE SEE THIS AS THE MARKET TAKING A BREATHER.

Philip Spiegelman

Since 2007, the dollar is up nearly 200 percent against the Argentine and Venezuelan
currencies, 164 percent against the Russian ruble, 119 percent against the Brazilian real, 35
percent against the Canadian dollar and 27 percent against the Euro, according to research
conducted by EWM Realty International.

“Many Latin American buyers who have already put down deposits are choking on the
additional costs of the stronger dollar and the difficulty of moving money into the U.S.,”
said Philip Spiegelman, principal of the International Sales Group, a preconstruction
marketing and sales firm. “We see this as the market taking a breather while people adjust

to the new situation.”



Spiegelman said he expects many buyers will bank on the dollar eventually softening and

seek financing to cover the remainder of their contracts.

“That shouldn't be too hard given the amount of mortgage money out there and how much
the buyers have already put down in deposits,” he said. Very few buyers will be willing to

walk away from a 50 percent deposit, he noted.

SLOWDOWN, NOT A CRASH

Despite the slowdown, it's clear that no one is expecting anything like the chaos of the last

crash when Miami's housing market hit rock bottom and imploded in 2009.
Developers have taken a more cautious approach this time around.

In the previous boom, speculators were able to put down 10 percent on a unit and then walk
away when the economy tanked, leaving developers holding the bag. When the market
started recovering in 2011 and an appetite for new construction emerged, developers
adopted the Latin American business practice of demanding 50 percent deposits from

buyers.

The cash in hand allowed builders to launch projects in the absence of bank lending. Most
important, it prevented the massive overbuilding that doomed the market before the last

crash.

With what seems like a crane on every street corner downtown, it’s easy to imagine a glut of
condo mventory headed our way. But the number of new units developers plan to deliver
over the next 2 1/2 years is about half of what they pumped into the market during the last

boom.

Only about 1,450 condo units are expectad to hit the downtown market this vear, followed
by 4,000 in 2016 and 3,300 in 2017, according to the DDA study. That's a total of 8,750.

8 7 5 O Number of units projected to hit downtown market in peak of
’ current cycle

Compare that to the peak of the last boom when nearly 16,900 units were delivered
between 2006 and 2008.



16 9 O O Number of units delivered downtown in peak of last cycle
’

The Miami market should be capable of absorbing most of the new units, even though
existing inventory is high at 8.7 months of supply. The number of people living downtown
has more than doubled to 80,000 over the last 10 years, the DDA found. Many of those
new arrivals moved in at a time when there were hardly any new units being delivered. That
pent-up demand from the lean years means the downtown market will be able to absorb
about 8,500 umits through 2017, according to the DDA.

“I like where we are in the market,” said developer Ugo Colombo, who has launched sales
for the 64-story Brickell Flatiron where units average $700 per square foot. “We're selling at
a normal, steady pace. Too much demand creates too much supply, which in turn leads to

oversupply.”

The crucial moment will come in the first half of 2016, when about 2,000 condo units are
delivered, in addition to 1,000 rentals, according to the DDA study.

Developers are watching to see how quickly those units are snapped up.

“I don’t think anybody's rushing to market right now,” said Ryan Shear, a principal at

Property Markets Group.

Echo Brickell, an ultra-luxury PMG project under construction with 180 units, will likely be
the first downtown Miami project to break the $1,000-per-square-foot sales barrier. (Prices
for new construction downtown average between $600 and $750 per square foot, compared
to between $1,200 and $1,500 per square foot in end-user markets such as Coconut Grove
and Coral Gables, and $1,700 to $2,000 per square foot in Miami Beach.)
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PMG 1s also in the planning stages for a larger, 500-unit project with retail and restaurants
at 300 Biscayne Blvd.

“It’s a complex design with a lot of units,” Shear said. “We want to watch the market like
everybody else. But if sales stay at the current pace, we’ll come out of the gates and go to

market and I think that’s true of almost all the high-end projects.”
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I DON’T THINK ANYBODY’S RUSHING TO MARKET RIGHT NOW.

Ryan Shear, developer

That's because buyers who can still afford Miami’s higher prices are srill eager to invest

downtown.

“Downtown is growing so fast,” said Simon Pinto, a Venezuelan-born businessman who
owns a car rental company at Miami International Airport. “All the restaurants, all the shops.

Everyday I see places cpening around here.”

Pinto and his father, who still lives in Venezuela, recently bought two 1,500-square-foot
apartments. The units cost just under $1 million each. Pinto will live in one unit year-round.

His father will use his apartment as a second home.






